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EWELL

E. MURPHY, JR.*

Oil Operations in Latin America:
The Scope for Private Enterpriset
I

When Alice left the tea party, disgusted by the rudeness of the
Mad Hatter and the drowsiness of the Dormouse, she turned down
a little passage that led to the Red Queen's croquet-ground. It was
a strange experience:
Alice thought she had never seen such a curious croquetground in all her life: it was all ridges and furrows; the croquetballs were live hedgehogs, and the mallets live flamingoes, and
the soldiers had to double themselves up and stand on their
hands and feet to make the arches ...
The players all played at once without waiting for turns,
quarrelling all the while, and fighting for the hedgehogs; and in
a ve y short time the Queen was in a furious passion, and
went stamping about and shouting 'Off with his head!'
about once a minute.'
Faced with his first Latin American oil venture, the North
* Member of the Houston Bar and a member of the Council of the Section.
t This paper is adapted from a lecture given at the National Institute of the
American Bar Association in New Orleans on September 30, 1967.
The writer acknowledges with gratitude the editorial collaboration of M.
Pierre Barthelemy, Caracas, and Jon Bauman, Houston;, the assistance of Ing.
Orlando 0. Peralta, Secretario General of Asistencia Reciproca Petrolera Estatal Latinoamericana, Lima, in making available the collections of comparative
legislation published by A.R.P.E.L.; and the legislative information contributed
by Dr. Jorge Tristgn Bosch, Buenos Aires; Dr. Jorge J. Fernindez Soliz, La
Paz, Bolivia; Dr. Fernando de Queir6s Mattoso, Rio de Janeiro; Dr. Gonzalo
Figueroa Tagle, Santiago de Chile; Dr. Eduardo Ruiz Martinez and Dr. Alberto
Preciado Pefia, Bogoti; Dr. Luis Est~ban Amador N., Guayaquil; Lic. James
E. Ritch, Jr., Mexico; Dr. Enrique Delgado, Lima; and Dr. Thomas L. Hughes
and Dr. Francisco L6pez Herrera, Caracas. The conclusions expressed in this
paper are those of the writer and do not necessarily reflect the views of these
colleagues.
'Carroll, Alice in Wonderland, p. 79 (Paul Hamlyn Edition, 1965).
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American investor feels like Alice on the croquet-ground. Instead
of the well-trimmed lawns of domestic acquisition he is confronted
with the ridges and furrows of intrigue and negotiation. He does not
play with the firm, familiar mallet of a domestic oil and gas lease,
but with a squirming, unmanageable foreign oil interest. Just when
he has hit the ball of production it turns into a hedgehog of soft
currency which ambles nonchalantly away from the goal. And all
the while the querulous Red Queen-the foreign sovereign-stalks
about, threatening to expropriate his head off. Or so it seems.
Finding themselves in this sticky situation, many investors fly
to one of two foolish extremes. One is to toss away the legal rule
book and bash ahead without counsel or planning on the assumption
that nothing matters except the Red Queen's favor, which in any
event can be bought. Another extreme is to run tearfully from the
field for fear the game is dominated by the Red Queen of socialism
and therefore is no place for private enterprise to play. The prudent
player, however, does not follow either extreme. He reads the rule
book, studies the terrain, and determines precisely where and whether
the Red Queen's whim is law.
The purpose of this paper is to consider Latin American oil
operations from the standpoint of the prudent player.
II
The oil industries of the ten producing countries of Latin
America occupy a broad spectrum of structural differences. An
economist would define that spectrum as beginning on the left with
the Marxist socialism of Cuba, moving through various degrees of
state monopoly and competitive state enterprise, and ending on the
right with the licensed private enterprise system of Ecuador. An
historian might see it as a chronological progression, beginning with
the earliest production (whether by state enterprise, as in Argentina,
or by private enterprise, as in Peru), continuing through such assertions of economic nationalism as the Mexican expropriations, and
sometimes evolving, under the constraints of fiscal responsibility, into
a mixed system like Colombia's.
Perhaps it would be more useful to avoid such economic pigeonholing and historical generalization. Let us consider these countries
pragmatically for what they are-ten unique convergences of history,
economics, and geology-and examine them, as an oil man would,
in the order of their producing significance.
International Lawyer, Vol. 2, No. 3
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Venezuela
So considered, Venezuela is clearly in a class by herself. With
daily average production now reaching nearly 3,500,000 barrels per
day,2 Venezuela produces more than 75% of Latin America's crude.'
She exports more oil than any other country on earth and produces
more than any country except the United States and Russia. Oil
accounts for more than 90% of Venezuela's export earnings and twothirds of her governmental receipts.'
When the Hydrocarbons Law of 1955 ' was enacted, United
States companies alone had more than $2.5 billion invested in Venezuela, mostly in oil.6 With the concessions granted under that law by
the Perez Jimrnez Administration, foreign oil investment in Venezuela grew to even more astronomical proportions. Inevitably, oil
companies were popularly identified with the regime and rather
acutely felt the political reaction which gave Venezuela, in R6mulo
Betancourt, the first elected president in her history to serve out a
full term of office. Although he reversed the pro-concession policies
of Prez Jimrnez, President Betancourt chose to be neither an Illia
nor a Cdrdenas. Oil investors felt the full burden of his tax innovations, including higher corporate tax rates and deficiency assessments
based on posted price income, but he did not repudiate any concessions. He created Venezuela's first state oil entity-Corporaci6n
Venezolana del Petr6leo-but gave it no monopoly position.
The organic law of CVP restates the Betancourt policy of no
new concessions.7 It justifies the state entity on the grounds that there
are many offset tracts which should be developed but involve insufficient risk to warrant their being granted to private enterprise.8 CVP
Venezuela Up-To-Date, Vol. XII, No. 6, p. 12
3 Unless otherwise noted all current production statistics used in this paper
are taken from the tables of World Oil, August 15, 1967, p. 37 (estimated
1966 production). As used in this paper "Latin America" does not include
British Commonwealth areas of the Western Hemisphere such as Barbados,
British Honduras, Guayana, or Trinidad; other European dependencies; or
areas under United States jurisdiction such as Puerto Rico and the Virgin
Islands.
World Business, March 1967, p. 18.
Ley de Hidrocarburos of August 29, 1955, published in the Official Gazette
of October 13, 1955.
2

4

6 Venezuela: A Report on Business and Trade 21 (The First National City

Bank of New York, 1957).
7 Decreto No. 260 of April 19, 1960.
8 Id., Preamble.
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is accorded all the functions of an integrated oil company ' but holds
none of them to the exclusion of private parties. On the contrary, CVP
is specifically authorized to participate with other companies in the
formation of joint oil enterprises without limitation as to ownership
percentage.' 0 It is subject to ordinary Venezuelan corporate taxes."
Thus far the post-Perez Jim~nez years have coincided with a
sharp decline in exploratory drilling and new oil investment. For
example, annual capital expenditure in the Venezuelan oil industry
dropped from $725,000,000 in 1958 to $200,000,000 in 1961 and
1964, while corresponding expenditures in the Middle East and Africa
rose from $900,000,000 to $1,090,000,000 and $850,000,000.1
Venezuela's share of the world oil market fell from 37% in 1958 to
22.3% in 1965; from 1960 to 1965 proven reserves actually declined. 3 Faced with the Betancourt policy against granting new
concessions and realizing that concessions covering approximately
two-thirds of all Venezuelan production are due to expire in 1983,'
the oil companies were unwilling to make new capital investments.
They also complained of income tax assessments based upon what
they considered to be artificial posted prices. Meanwhile Venezuela
continued to object to the United States import quota system. Caracas
argued that Venezuela should be allowed a preference quota for
Western Hemisphere oil, like the overland exemptions available to
Canada and Mexico; Washington replied that the quota system admits
no exception based on country of origin and that, in any event, the
high sulphur content of Venezuelan crude makes it relatively undesirable for refinery throughput in the air-pollution-conscious United
States.
Three recent developments indicate that the Venezuelan government may now have found a formula-short of the repudiated concession system-for encouraging new oil investment. The first was
the settlement in October 1966 of substantial income tax claims
against major oil companies. The agreements covered all alleged
deficiencies through 1965 and settled both tax rates and index prices."
The second development was the Law Concerning Special Agree9Id., Art. 2(a)
10Id., Art. 2(b).
"IId., Art. 21.
12 Petroleum Press Service, July 1966, p. 253.
13 Id., pp. 253-254.
1' Id., p. 254.
'2 World Business, March 1967, p. 18.
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ments Related to the Desulphurization of Hydrocarbons.16 It permits
the Venezuelan executive to negotiate income tax bases for the period
1972-1976 with producers who agree to establish desulphurization
plants within the country. Apparently the object is to make Venezuelan crude more acceptable in the U.S. market and to assure investors in advance of the index prices at which they will be required to
take crude exports into income for Venezuelan tax purposes. The
third affirmative sign was the 1967 amendment 17 of the 1965 Hydrocarbon Law, which authorizes state agencies to conduct exploration,
development, refining, and transportation operations through service
contracts or joint ventures with private enterprise. The law establishes
the maximum term 18 and relinquishment obligations "9of such contracts and provides an elaborate procedure for legislative, executive,
and administrative approval of specific contracts, the terms of which
are required to be more favorable to Venezuela than those of the old
concessions."
Mexico
It is a quantum drop from Venezuelan production levels to
Mexico's 331,500 barrels per day and Argentina's 287,000. But in
both these second-tier countries oil comes heavily saturated with
politics-an impurity even more difficult to eradicate than Venezuelan
sulphur-and oil policy has played a disproportionately significant
role in national political upheavals.
Of all the producing countries of Latin America Mexico is, after
Cuba, the most fervently dedicated to an oil policy of state monopoly.
The reasons are found more readily in her geography and history than
in any ideological commitment to socialism. Perhaps Mexico is
haunted by a sense of vulnerability to the outside world-an obsolete
anxiety fed by nagging recollections of the Texas Revolution of 1836,
the United States invasion of 1846, and the Gadsden Purchase, which
in the aggregate cost Mexico half her land; of the French intervention
of 1864; of the dominant position of foreign capital under President
Diaz; of the 1914 U.S. landing in Veracruz and Pershing's border
16 Ley Sobre Convenios Especiales Relacionados con la Desulfuraci6n de
Hidrocarburos, Gaceta Oficial No. 28,394 of August 2, 1967.
17 Ley de Reforma Parcial de la Ley de Hidrocarburos, Gaceta Oficial No.
1137 Extraordinaria of August 8, 1967.
18 Id., Art. I (Amended Art. 3 (11) (d) ( 1)).
19 Id. (Amended Art. 3(1) (d) (2), (5)).
20 Id. (Amended Art. 3(11) (b)).
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incursion of 1916; and by the fact that even today tourism is Mexico's
principal source of foreign exchange. History aside, proximity to the
lusty entrepreneurship of the United States gives Mexico the same
legitimate concern for preserving her economic identity which to the
north has provoked similarly nationalistic reactions from Canada.
For these reasons most Mexicans regard the 1938 oil expropriations 21
as an inevitable act of national retribution which would have come
gradually by due process if not crudely by fiat. "El petr6leo es nuestro"
is not merely a slogan, but a cherished credo, and it is no whim of
press-agentry that the advertising symbol of the state oil entity, Petr6leos Mexicanos, is a derrick bearing the Mexican flag.
Pemex started business as the beneficiary of the Cdtrdenas expropriations " and today has an absolute monopoly in exploration, production, pipeline transportation, refining, and the wholesale marketing
of oil and gas.22 Gasoline is sold at retail by Pemex and its franchised
distributors, who are substantially all Mexican individuals or Mexicanowned companies. Lubricants may be manufactured and sold at retail
by private enterprise, domestic or foreign, in competition with Pemex.
Although Pemex is allowed to make construction and service contracts
with private companies, the law strictly provides that the contractor
must be paid in money and may not receive a share of the production
or otherwise participate in the results of the operation. 4
21 By the Decree of March 18, 1938, published in the Diario Oficial of
March 19, 1938, the principal foreign oil companies operating in Mexico were

expropriated for failure to accept certain labor adjudications. See Steta,
El Petr6leoen Mdxico, Chap. V.
22 Pemex was created by the Decree of June 7, 1939, published in the
Diario Oficial of July 20, 1938. A separate distribution system was created,

also under the name "Petr6leos Mexicanos," by another decree issued and
published on the same respective dates.

23 The Pemex monopoly is based on Article 27 of the Mexican Constitution.
Article 3 of the current Reglamentary Law of Art. 27 (Decree of November

27, 1958, published in the Diaro Oficial of November 29, 1958, as amended)
defines the petroleum industry as covering the following operations: (1) exploration, exploitation, refining, transportation, storage, distribution and first

sale of petroleum, gas, and refinery by-products; (2) manufacture, storage,
transportation, distribution, and first sale of artificial gas; and (3) manufacture,
storage, transportation, distribution, and first sale of basic industrial raw
materials derived from petroleum. The Reglamentary Law declares that only
the Nation may perform these operations (Art. 2) and delegates their execution
to Pemex (Art. 4). The Regulations of the Reglamentary Law are contained in
the Decree of August 24, 1959, published in the Diario Oficial of August 25,
1959. Article 25 of the Regulations provides that Pemex may effect intra-urban
gas pipeline distribution directly or through contractors.
24

Decree of November 27, 1958, Art. 6.
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Mexico's petrochemical industry-the largest in Latin America
---operates under a system of permits in which the Ministry of National
Patrimony and the Ministry of Industry and Commerce intervene with
the advice of Pemex. Four categories of permits are issued. In the
first are by-products of refining, which only Pemex may manufacture;
the second covers 45 basic industrial raw materials which may be
manufactured only by or through Pemex or other state entities; the
third includes 108 products which may be manufactured under special
Presidential permit by Pemex, other state entities, or private companies
which are at least 60% Mexican-owned; the fourth, a free list, consists
of 36 consumer and light industry products.2
In 1921 Mexico produced 193,000,000 barrels of oil, more
than one-fourth of the world's production.2" In 1966 Mexico produced
only 121,000,000 barrels, slightly more than 1% of the world's
production. Her production has never regained the 1921 level and
not until 1951 did it again exceed the 90,000,000 barrels recorded in
1938, the year of expropriation. 7 Mexico was actually a net importer
in 1957 and 1958.8 Reasonable men may disagree as to whether
these statistics reflect the hard facts of geology or a bureaucratic
application of Parkinson's Law, but-to judge by the greater accommodation to free enterprise in the other principal producing countries
-the rather uninspiring consequences of expropriation and state
monopoly in Mexico are a lesson not entirely lost on the younger
generation of economic planners in Latin America.
Argentina
Unlike the Mexican expropriations, Argentina's strong state
orientation in oil began by happenstance. In 1907 the Argentine
Bureau of Mines, drilling for water on public lands near Comodoro
Rivadavia, by accident struck oil. Thus was born Yacimientos Petroliferos Fiscales, the sprawling government agency which performs all
the functions of a fully integrated oil company.
Y.P.F. competed freely with private concessionaires until 1933,
when the concession system was abolished and all new exploration
21 Decree of August 24, 1959, Arts. 26-30; Communication of Subcomisi6n
Petroquimica dated March 15, 1967.
26 Vernon, The Dilemma of Mexico's Development, p. 72.
27 World Oil, July 1951, p. 62.
28 Petroleum Press Service, February 1963, p. 61.
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and development was reserved to the state entity. During the generation in which Y.P.F. enjoyed this monopoly position Argentina's oil
consumption grew almost twice as fast as her production and growing
oil imports burdened an already weakened peso. Although economic
nationalism was an article of faith with President Per6n, during the
final years of his government negotiations were well advanced toward
the granting of development contracts to foreign investors. When
President Arturo Frondizi emerged as the elected heir of the antiPeronist revolution of 1955 the world expected Argentina's doors to
be shut more tightly than ever against foreign oil investment, for as an
academic economist Dr. Frondizi had polemicized at length on the
evils of foreign participation in Argentine oil. But President Frondizi,
the economic realist, overruled Professor Frondizi, the economic
theoretician, and beginning in 1958 his administration supervised the
execution by Y.P.F. of a series of revolutionary service contracts with
private companies.
The results were dramatic. In 1958 Argentina imported 60% of
its petroleum needs at an annual cost of $280 million. In 1961
Argentina began exporting and by 1962 it was approaching selfsufficiency in oil.29 Ironically, these very contracts became a rallying
point for Dr. Frondizi's opposition. The subsequent Illia Government
declared them void for illegality in November 1963, reinstating the
monopoly position of a reorganized Y.P.F. ° Production remained
relatively stable, domestic consumption and crude imports increased,
new investment shunned Argentina, and the peso depreciated. More
recently the military government of General Onaganfa has turned, as
did Dr. Frondizi, to oil policy as a prime means of revitalizing the
Argentine economy. Settlements have been made of canceled contracts, Y.P.F. is again reorganized,31 and in the Hydrocarbons Law of
1967 32 Argentina has an explicit legal basis for private oil operations,
both under direct concession and in joint venture with Y.P.F.
29 Petroleum Press Service, June 1966, p. 203; and see tables in World Oil,
July 1966, p. 168.
30 Estatuto Orginico de Yacimientos Petroliferos Fiscales, adopted by Decreto No. 1,367/63 or December 12, 1963; cf. Ley No. 14,733 of November
10, 1958, which recognized private contract rights existing on May 1, 1958,
but prohibited new concessions.
11Decreto No. 115/66 of July 13, 1966, amending Decreto No. 1,367/63,
supra note 1.
3
2 Ley No. 17,319 of June 30, 1967.
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Colombia
Daily average production in countries of the third tier scales
down evenly: Colombia, 196,000 barrels; Brazil, 116,000; Peru,
63,000; and Chile, 34,000. Structurally these countries illustrate
widely divergent systems of state entity operation.
It is characteristic of Colombia's receptivity to private foreign
investment that in 1948, when legislation was passed for the creation
of a Colombian state oil entity, the enabling act authorized its share
capital to be subscribed by foreign private investors jointly with
Colombian private investors and the Colombian government; only in
the absence of foreign investment was the enterprise to be 100%
Colombian, and only in the absence of private subscription was it to
be a purely state enterprise.33 Private subscriptions were not made,
however, and Empresa Colombiana de Petr6leos was formed in
1951 , as an autonomous entity of the state. It has retained that
character through the reorganization statutes of 1956 " and 1959.36
It is significant, however, that the 1951 statute contemplated the
possibility that Ecopetrol might one day become a private corporation
with both Colombian and foreign stockholders,37 and that the 1956
statute contained specific authorization for Ecopetrol to contract out
exploration, transportation, marketing, and other functions, including
contracts with foreign parties, and to participate jointly with other
entities in transportation and marketing.3" Similarly, the 1959 statute
expressly authorized Ecopetrol to join with private enterprise in the
formation of companies for transportation, marketing, and other oil
operations.3 9 Although these laws declared discretionary limits and
do not necessarily state the management policy of Ecopetrol, they
reflect a refreshingly cooperative attitude toward private investment.
The present operations of Ecopetrol include exploration, production, pipeline transportation, refining, and the manufacture of petrochemicals. Ecopetrol does not monopolize any of these fields, either
by statute or in practice. Although Ecopetrol has authority to engage
in competitive marketing, to date it markets only at wholesale; gasoline
33 Ley 1965 de
34 Decreto No.
35 Decreto No.
36
37
38

39

Decreto
Decreto
Decreto
Decreto

No.
No.
No.
No.

1948 (December 27, 1948), Art. 1.
0030 de 1951 (January 9, 1951).
2039 de 1956 (August 23, 1956).
3211 de 1959 (December 9, 1959).
0030, Art. 12.
2039 de 1956, Arts. 4(c), (e), (f), (g).
3211 de 959, Art. 2(b).
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and lubricants are currently sold at retail only by private enterprise.
Ecopetrol currently produces less than one-seventh of Colombia's
crude oil."0 The rest is produced by private companies, chiefly foreign,
operating under a comprehensive Petroleum Code.' Their production
is a significant export item; although Colombia occupies the fourth
place among Latin American producers, it is second only to Venezuela
in crude exports.
Brazil
The Brazilian Constitution places legislation concerning the
subsoil within the competence of the federal government 42 and authorizes federal legislation for the creation of monopolies in industries
considered to be affected with a public interest. 3 On this constitutional
foundation a federal statute in 1953 declared exploration, production,
pipeline transportation, refining, and waterborne export of hydrocarbons to be a federal monopoly." These functions were entrusted
to Petr6leo Brasileiro S.A. under the supervision of the National
Petroleum Council,' which in 1960 incorporated into the Ministry
of Mines and Energy. 6 A grandfather clause protected the few private
refineries and pipelines that were in existence when the 1953 law was
enacted. 7
The monopoly position of Petrobrds has not yet been extended
to the marketing of gasoline and lubricants, and foreign enterprise
currently competes with Petrobrds in those areas. Crude oil production in Brazil increased nearly 24% from 1965 to 1966, but the
country still ranks a poor fifth in Latin American oil production and
must import more than 13 million cubic meters of crude a year. 8
Peru
Peru has a state entity which competes with private enterprise
but is granted no monopoly position. The Petroleum Law of 1952
40

Petroleum Press Service, February 1967, p.51.
de Petr6leos (Decreto No. 1056 de 1953), as amended.
Art. 5 (XV) (1).

41 C6digo
42
43Art.

146.

4 Lei No. 2004 of October 3, 1953, Art. 1, approved by Decreto No. 35,308
of April 8, 1954.
45Decreto No. 35,308 of April 8, 1954.
46

Id., Art. 2.

4TLei No. 3,702 of July 22, 1960, Art. 7(IV).
48 Petroleum Press Service, April 1967, pp. 140-141.
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authorizes Empresa Petrolera Fiscal to function as a state enterprise
and empowers it to operate through exploration and exploitation
contracts. 9 Contracts with foreign enterprise are specifically permitted." In practice EPF confines itself to field operations, refining,
and the localized marketing of refined products-all in competition
with private companies. The Petroleum Law "' provides a concession
system-accessible to foreign as well as Peruvian investors-for
exploration, production, manufacture, refining, and transportation of
hydrocarbons.
The oil picture in Peru is clouded by the long-standing dispute
between the government and International Petroleum Co., Ltd., a
subsidiary of Jersey Standard, over allegedly inadequate concession
titles in the La Brea-Parifias field. In July 1966 President Belafinde
announced that a settlement formula-possibly a negotiated service
contract-was in sight, but in December 1966 the Peruvian Government sued I.P.C. for some 80 million soles in allegedly unpaid duties
and taxes, and in June and August of 1967 laws passed the Peruvian
Chamber of Deputies and Senate which would authorize nationaliza2
tion on terms to be formulated by the President.1
Chile
Chilean oil law is founded on the Act of 1950, which declares
that petroleum in place is the inalienable property of the state and
authorizes the Empresa Nacional del Petr6leo to exercise the rights
of the state with respect to exploration, production, refining, and
marketing. 3 Although the statute does not expressly define the monopoly position of the state entity, in fact ENAP alone conducts exploration, production, and refining operations in Chile. Pipelines are
operated by private Chilean companies in competition with ENAP.
Gasoline and lubricants are marketed entirely by private enterprise,
both Chilean and foreign. Chilean crude production began commercially in 1949 and has tended to stabilize since 1963 at levels
4 Ley No. 11780 (March 12, 1952), Art. 147. The authority of EPF to
enter into joint ventures was abrogated by the Ley Orgfinica de la Empresa
Petrolera Fiscal, Decreto Ley No. 14473 (May 2, 1963), Art. 8.
50 Decreto Ley No. 14473, Art. 4.
51 Ley No. 11780, Art. 3.
52 World Oil, May 1967, p. 127.
13 Id., Art. 2.
See also Decreto No. 1,208 del Ministerio de Economia y
Comercio of October 27, 1950, Art. 4. ENAP has been a state monopoly since
the enactment of Law No. 4109 of December 23, 1926.
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which require approximately half the country's domestic demand to
5 4
be imported.
Bolivia
Bolivia, at 16,000 barrels per day, and Ecuador, at 7,000, complete the free-world list of Latin American producing countries. They
have in common relatively small populations and-even by South
American standards-a high degree of political discontinuity, but
their oil industries are structurally dissimilar.
Bolivia occupies the middle ground of coexistence between state
enterprise and private investment. The state oil entity, Yacimientos
Petroliferos Fiscales Bolivianos, performs all the functions of an
integrated oil company. Since the enactment in 1955 of Bolivia's
modern Petroleum Code, 5 however, the monopoly position of
Y.P.F.B. has been limited to exclusive exploration and development
rights in specified geographical zones 56 and to the exclusive right to
refine and sell gasoline in the domestic market. 7 Y.P.F.B. is specifically authorized to form joint venture companies with private enterprise for such operations. 8 The 1955 Petroleum Code attracted substantial investment by foreign concessionaires, one of which has
established commercial production.
Ecuador
Oil operations in Ecuador are conducted by private concessionaires under a comprehensive Petroleum Law. 9 Although the Law
grants preferential rights to the state for the development of all subsoil
Petroleum Press Service, September 1966, p. 345.
C6digo del Petr6leo y su Reglamento, approved by Decreto Ley No. 04210
of October 26, 1955, and Decreto Supremo No. 04298 of January 24, 1956,
respectively.
56 C6digo del Petr6leo, Art. 159.
57 Id., Art. 4.
58 Id., Art. 161; see also Estatutos y Decreto Ley de Creaci6n de la Entidad
(Decreto Ley of December 21, 1936), Art. 4, and Estatutos (adopted by
Resoluci6n Suprema No. 77,781 of July 24, 1958), Art. 2.
59Ley del Petr6leo, published in Registro Oficial No. 560 of August 9, 1937,
as amended. This legislation is codified as at August 19, 1961 in Constituci6n
y Leyes del Ecuador, Vol. II, pp. 314-332. See also Decreto Supremo No.
1464 of June 30, 1965, published in Registro Oficial No. 534 of July 2, 1965;
Decreto Supremo No. 1208 of October 3, 1966, published in Registro Oficial
No. 136 of October 7, 1966; and Reglamento No. 1844 of October 28, 1966.
-4

5
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resources,60 to date no state entity has been formed for that purpose,
and private enterprise is allowed to perform all of the functions of an
integrated oil company.
Cuba
With only 500 barrels of production per day, Cuba ranks last
among Latin American producers. This production and all other
phases of the Cuban oil industry are managed by the Cuban Petroleum
Institute, a complete state monopoly. CPI was organized by the
Castro Government in 1960. Its substantial operations began after
Castro expropriated the refineries and marketing assets of the three
major foreign oil companies when they refused to shift their input
from Venezuela to Russian crude. 1
The Non-Producers
Uruguay is the only non-producing country which has a state oil
entity. Its unlikely name-Administraci6n Nacional de Combustibles,
Alcohol y Portland-indicates the miscellaneous assortment of-products it administers. ANCAP's organic act declares all hydrocarbon
deposits to be the property of the state 62 and provides that they will
be exploited by the state entity. 3 The importation and refining of
crude petroleum and its by-products are declared to be state monopolies 64 and ANCAP is authorized to carry out all petroleum refining
and sales.6"
Although government policy concerning specific grants depends
upon the attitude of the administration currently in power, each of
the nine remaining non-producing countries has statutes on its books
or precedents in its files for the granting of oil and gas interests to private foreign investors.66
60 Ley del Petr6leo, Art. 2.
61 Petroleum Press Service, February 1963, p. 61.
62 Ley No. 8764 of October 15, 1931, Art. 10.
63 Id., Art 11; and see C6digo de Mineria (Ley No. 10,327 of January
28, 1943), Arts. 2-5, and Regulations of the C6digo de Mineria (Decreto del
Poder Ejecutivo of October 27, 1969), Art. 1.
64 Id.,
5 Id.,

6

Art. 1 (b).

Art. 3(k).
66 Costa Rica: Mining Ordinance of June 27, 1830, as amended (now repealed); and see Constitution, Art. 121.
Dominican Republic: Law No. 4532 of August 30, 1956.
El Salvador: Code of Mines of 1922, Arts. 204-206, as amended by
Decree No. 930 of January 21, 1953.
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Latin American petroleum law is like a Seurat painting. If we
view it too closely it dissolves into a million irrelevant fragments of
legislation and practice from 20 disharmonious national legal systems.
But seen in perspective the painting becomes coherent; the random
daubs fall into three definite patterns-three legal forms in which the
investor's oil interest may be characterized.
The first of these forms exists only in the eye of the North
American beholder. It is the domestic oil and gas lease, the investment
vehicle with which the United States oil investor is most familiar and
to which he is all too prone to assimilate his Latin American pil
interest. Intuitively he evaluates his foreign commitment by comparison with a domestic lease; if he is not wary he sees nonexistent
points of similarity between the two. The second form is the traditional oil concession, the legal interest under which most Latin
American oil has been produced. The third is the service contract,
which in some countries is the politically preferable alternative to
concession and which, if the 1967 amendment to the Venezuelan
Hydrocarbons Law takes root, may become the typical investment
vehicle of the future.
Domestic Lease
The classic vehicle for domestic oil investment is the so-called
"Producer's 88" form of oil and gas lease. For our purposes the most
significant aspect of this instrument is that both parties are private
persons, equally amenable to the law of the land. Even when the lessor
is a governmental entity its obligations are expressed contractually and
-in practice if not in constitutional right-are enforceable at the suit
Guatemala: Decree No. 172 of December 9, 1954; Decree No. 345 of
July 7, 1955; Decree No. 445 of October 27, 1955.

Haiti: Decree Law No. 337 of December 20, 1943, published in Le
Moniteur of December 22, 1943.
Honduras: Decree No. 4 of 1962, published in La Gaceta Nos. 17,836,
17,837 and 17,838 dated November 27, 28 and 29 of 1962; Decree No.
0021 dated January 11, 1963, published in La Gaceta Nos. 17,895, 17,897
and 17,898 dated November 7, 8, 9, 11 and 12, 1962.
Nicaragua:Decree No. 372 of December 2, 1958, published in La Gaceta
December 3, 1958; and see Constitution, Art. 225.
Panama:Mineral Resources Code of July 13, 1964.
Paraguay:Decree No. 675 of September 9, 1960.
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of the lessee in a domestic court of law. In Texas and many other
states the lessee owns a present real estate interest-a determinable
fee-in the oil and gas in place under the land covered by the lease.
This determinable fee continues for a stipulated primary term, frequently 10 years, during which the lessee may keep the lease in effect
by drilling or paying delay rentals, and for an indefinite period thereafter so long as hydrocarbons are produced or continuous drilling
operations are conducted.
The typical domestic lessee has few inescapable obligations.
Except for the payment of a cash consideration, or bonus, to the
lessor for executing the lease, nearly all of the lessee's commitments
are contingent upon his election to continue the lease in effect or
upon his establishing production. Thus during the primary term he
has fixed obligation to drill or pay delay rentals. If he fails to do
either the lease simply terminates but the lessee is not liable in damages
to the lessor. His obligation to pay royalty is of course contingent
upon production. Even his express or implied obligation to drill
development wells after discovery and to drill offset wells to protect
his lessor from drainage may be avoided, under a properly worded
instrument, by releasing the lease back to the lessor.
The most advantageous aspect of a domestic lease is simply
that it is domestic. The lessee operates in a familiar business environment. His rights are expressed in a familiar language and protected by
familiar laws. His production finds a ready hard-currency market in
a net importing country moated by protectionist oil import quotas.
In Texas his sales price is artificially stabilized even further by a
governmentally administered system of allowables geared to market
demand. Although his business is conducted in a relatively high tax
jurisdiction, he is granted special tax incentives-the expensing of
intangible development and drilling costs and the depletion allowance
-which are not available outside the mineral industries.
Concession Agreement
The legal position of the holder of a Latin American petroleum
concession is quite different. Even in those countries which use a
consensual form of concession instrument the concessionaire is not
one of two equal contracting parties, but merely a private party dealing
unequally with a sovereign. If expropriated he usually has no satisfactory legal recourse in the local courts. Without formally canceling
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his concession the sovereign may effectively nullify his rights by
imposing discriminatory taxes, for example, by denying import or
export permits, or by requiring him to sell his production at loss prices
or to convert his export proceeds to local currency at loss rates.
The technique, of course, is to anticipate as many of these
problems as possible in negotiating and structuring the concession
agreement. An international arbitration clause may adequately
counterpoise the sovereign's immunity from suit in local courts. An
A.I.D. guaranty may minimize the consequences of expropriation. The
concession or the petroleum code under which it is issued may provide
that the concessionaire's local tax rates will not be increased during
the concession term. The concessionaire may be contractually assured
of the right to import his equipment duty-free and to export his production for retainable hard currency. The concession may stipulate
that production required to be sold locally will be purchased for
convertible currency at formula prices that reflect true international
crude values.
Even assuming optimum contractual safeguards, however, the
typical concession agreement is basically different from a domestic oil
and gas lease. Instead of a determinable fee in oil and gas in place,
the concessionaire usually acquires only a real right-a derecho real 67
-to explore and exploit a given tract for hydrocarbons for a limited
term. This term is usually divided into an exploration period and an
exploitation period. Instead of having, in effect, an option to drill or
pay delay rentals during a primary term, the concessionaire is frequently required to discharge specific drilling and investment obligations during the exploration period. Instead of being able to hold an
entire lease indefinitely by production or continuous drilling operations, he is usually required to release specific percentages of the
concession area at the end of the exploration period or at other stated
67

For example:
"Las concesiones de exploraci6n y explotaci6n y las de explotaci6n no
confieren la propiedad de los yacimientos, sino el derecho real inmueble
de explorar el drea concedida y de explotar, por tiempo determinado, los
yacimientos que se encuentran en ella, de acuerdo con esta Ley y con el
titulo de la concesi6n." (Art. 3, Venezuelan Hydrocarbons Law; italics
supplied.)
"Ninguna concesi6n, sociedad ni contrato, confiere ]a propiedad de los
yacimientos, sino solamente un derecho real de explorar, explotar, refinar
y/o transportar los hidrocarburos por tiempo determinado." (Art. 6,
Bolivian Petroleum Code; italics supplied.)
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intervals and to relinquish the entire remaining area and its fixtures
at the end of the exploitation period.
The concessionaire often undertakes cash payments in the nature
of bonus in addition to royalty payments based on production. He
may also assume additional obligations which have no counterparts
in a domestic lease. Concession codes usually provide for annual
surface taxes, for example, and concession negotiations may turn on
the concessionaire's willingness to employ a specified percentage of
local labor, to endow scholarships, or to build a refinery or a petrochemical plant.
Service Contract
Although the so-called "standard form" of domestic oil and gas
lease exists largely in the imagination of law students and the blandishments of petroleum landmen, eleven decades of United States oil exploration have produced a general pattern of lease which is broadly
consistent in form from state to state. The same is true to a lesser
degree of Latin American concession agreements: Making due allowance for divergent national petroleum codes, contemporaneous concession instruments are similar in the basic obligations they impose, if not
in their actual language. Service contracts, on the other hand, are still
too new and too few to have developed any very pronounced standardization in name, form, or substance.
Indeed, the cynic might argue that "service contract" is merely a
euphemism for "concession"-a sugarcoated word to be swallowed
when conventional oil grants are politically unpalatable but economically necessary. Certainly there have been examples of "service contracts" which differed from "concessions" in name only. But a more
careful analysis of the few significant formulations of service contract
which Latin America has seen-notably, the Frondizi contracts in
Argentina and the contracts recently proposed in Venezuela-justifies
the prediction that the service contract will develop into a clearly
distinguishable investment vehicle.
A fundamental aspect of service contracts is the nature of the
investor's interest in oil and gas. We have seen that a Texas lessee
owns a present estate in the oil and gas in place, while a concessionaire
has only a "real right" to explore and exploit, including title to any
oil and gas that is produced. The service contractor's mineral title may
be even more inchoate. He may be considered to have no present
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interest in the oil and gas in place, but only the right to dispose of a
fraction of it as and when produced, or the right to possess the
production subject to an obligation to deliver it to the state oil entity in
exchange for a formula consideration. From the standpoint of the
state entity it is politically preferable for the contractor to have such
a diminished interest because it appears to place the contractor in the
position of a hired technician rather than that of the operator of a
subsoil interest and because it makes plausible his long-term obligation to sell the production to the entity at a price below international
market value. From the standpoint of the contractor such a contract
interest is an unmixed disadvantage because, although he has in fact
assumed all of the entrepreneurial risks of a wildcatting lessee, he may
thereby be denied the commensurate opportunity of selling all or
even a substantial share of the production on the world market at
world prices.
A second important aspect of service contracts is their relatively
limited duration. A Texas lessee may hold his lease so long as oil or
gas is produced or drilling operations are continuously pursuedtheoretically, forever. The exploitation period of a typical concession
continues for 40 years plus a negotiated extension. The term of a
service contract is usually considerably shorter. Certain of the Frondizi contracts provided for exploration periods of seven to 10 years
plus exploitation periods of 15 to 20 years or, in proven areas, only
exploitation periods of 15 to 25 years. The form of Venezuelan service
contract originally proposed by CVP covered an exploration period of
up to five years plus an exploitation period of 15 to 20 years. "8 As
finally enacted the 1967 amendment of the Venezuelan Hydrocarbons
Law 11 allows an exploitation period of 30 years in exceptional areasstill an unfavorably short pay-out period as compared with a lease or
concession.
A third distinguishing feature of the service contract is the rather
high degree of operational supervision it imposes on the investor. A
domestic lessee is largely the master of his own domain, accountable to
the lessor only for bonus and royalty. A concessionaire is a regulated
licensee, amenable to a state ministry for taxes, royalties, and reports
but usually free, in practice, to find and produce oil and gas in the
68 The Oil and Gas Journal, November 7, 1966, pp. 68-69; id., June 12,
1967, p. 68; Venezuela Up-To-Date, Vol. XII, No. 5, p. 6.
69 Ley de Reforma Parcial de la Ley de Hidrocarburos, Gaceta Oficial
No. 1137 Extraordinaria of August 8, 1967.
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manner he chooses. A service contractor, on the other hand, may be
required to submit his operational plans for approval to inexperienced
state entity personnel. When the service contract takes the form of
a joint venture agreement the investor's position may further deteriorate to the unenviable status of the operator under a joint operating
agreement in which the non-operators have effective voting control.
In practice, however, these disadvantages may prove to be more theoretical than real; certainly the result will depend upon the reasonableness and competence of the contractor and the state entity in question.
Close coordination between entity and contractor may even become a
blessing in disguise because the more directly entity personnel are
involved in day-to-day operating decisions the more sympathetically
they may come to appreciate the investor's risks and responsibilities.
IV
What conclusions can we draw concerning the scope for private
enterprise in Latin American oil operations?
Perhaps the beginning of wisdom is to realize that in oil, as in all
other matters, no generalization holds true throughout Latin America.
Hyperconscious of the Mexican example, many North Americans
imagine that the color of Latin American oil policy is the monolithic
grey of doctrinaire socialism. In fact it is a kaleidoscope of moods
and colors. Mexico's rigid state monopoly and Cuba's Marxism
coexist with licensed free enterprise in Ecuador and the mixed systems
of Colombia, Peru, and Venezuela. Even within a given countryas witness Argentina-oil policy may fluctuate widely with national
political upheavals.
One point seems abundantly clear: Where private enterprise has
been allowed to function it has deployed capital and technology very
effectively in the search for oil. The prime examples are the massive
oil economy which private investment built for Venezuela and the
remarkable increase in production which Argentina achieved under
Frondizi. The power of private enterprise is also illustrated by what
happens when it disappears: the widening Argentine import deficit
that followed the Illia cancellations, for instance; Mexico's postexpropriation slump; and the stagnation of Venezuelan oil under
Betancourt.
It is also evident that-the wailing of the naysayers notwithstanding-the opportunities for free enterprise in Latin American oil
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are still abundant. Ecuador and nine of the non-producing countries
still have unqualified concession systems. Of the ten state entity
countries only Mexico, Brazil, Uruguay, and Cuba deny private enterprise the right to participate directly in exploration and production.
Brazil permits private marketing and its statutes do not foreclose the
possibility of joint ventures with Petrobrds. Even in Mexico and
Uruguay private service contractors may work for the state entity on a
fee basis.
The trend of legislation in 1967 is in fact to enlarge the private
sector. Argentina's comprehensive new Hydrocarbons Law has opened
the third largest oil economy of Latin America to concessions and to
joint ventures with Y.P.F. In Venezuela the Desulphurization Law
and the service contract amendment of the Hydrocarbons Law provide
a plausible new framework for private operations. Whether these laws
are to have lasting significance will depend, of course, upon whether
they are accepted by industry and implemented in good faith by
government. The effectiveness of the Argentine law may also be
conditioned upon the durability of the military regime which decreed
it. But at the very least these statutes represent an affirmation by two
bellwether countries that free enterprise is still the best way to find and
produce oil.
It would be foolish to assume, however, that the large opportunities for private enterprise in Latin American oil can be pursued by the
timeworn techniques of business-as-usual. The world turns. Forms of
investment that were commonplace a decade ago are unacceptable
today. Oil concessionaires were once welcomed simply for their royalties and payrolls; now the host country may demand that they build
refineries and petrochemical plants. Instead of being free to sell his
production at the place and price he chooses, the concessionaire may
be required to follow bloc marketing commitments and to sell at posted
price. Yesterday the investor was left to go about his oil business with
little supervision but today he may have to operate in the relatively
restricted format of a service contract.
Some of these requirements merely reflect the sort of defensive
nationalism that foreign oil investment always seems to provoke. There
is, after all, an ineffable mystique about oil. Its sourcebed is a homeland's precious subsoil; searching for it requires skills and funds
beyond the comprehension of underdeveloped nations; and producing
it promises them all the coveted material goods of that other, richer
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world they wish to emulate. It is small wonder the goose is sometimes
manhandled after the golden egg is laid.
In many instances the more onerous conditions of contemporary
investment are the result of intense competition among prospective
investors. At one time only a handful of the majors attempted international oil operations; today it is difficult to find an independent
which has not hedged its domestic bets with foreign exploration.
Private companies not only compete among themsleves, but vie for
prospects with the state oil entities of the consuming nations-the
E.N.I.'s and the Japexes and the C.F.P.'s-which have the disconcerting ability to negotiate without undue concern for taxes and profits.
The result is a grantor's market and deteriorating terms of trade for
the investor.
The chief cause of the new requirements for oil investment, however, is simply the powerful current of change that is sweeping the
underdeveloped world from Tehran to Tierra del Fuego. This current
of change, through which the have-not nations are today asserting a
greater mastery over their resources than they have ever known before,
is a great proving-ground of the adaptability of private enterprise.
This is especially true in Latin America, which acknowledges its need
for capital and technology, which is specifically true of oil, for which
the North American entrepreneur is exceptionally well qualified to
supply those needs. If private enterprise meets this challenge with the
blind truculence of a Colonel Blimp doggedly insistent upon traditional terms of investment it will miss a great opportunity to relate the
skills and wealth of North America to the development potential of
Latin America for the betterment of both. But if private enterprise
responds with the patient Yankee innovation of a Franklin or an
Edison, seeking new means of sensible accommodation between the
requirements of business prudence and the aspirations of economic
nationalism, it will achieve great good for all the peoples of all the
Americas.
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[CONCESSION]
ONE. PARTIES AND CONCESSION
a) The parties to this contract are the Government of-------and -------- , hereinafter called simply "The Government" and "The
Concessionaire."
b) The Government grants to Concessionaire the right of exploration
and exploitation of hydrocarbons in an area situated in the Province of
-, the general boundaries of which agree with the map submitted by the concessionaire together with the respective application for
concession. A copy of this map, already approved by the Government,
will be officially recorded together with the instrument that records this
contract.
TWO. AREA AND BOUNDARIES OF THE CONCESSION
The boundaries of the concession, as they are shown in the above
mentioned map, are as follows:
(Description)
The approximate area of this concession is ---------- hectares.
THREE. LAND MARKS OF THE CONCESSION
a) The measurement of the concession and the setting of land
marks along the outside boundaries of the area hereby granted which
concessionaire is obligated to conduct, shall be carried out during the third
year of the exploration period, pursuant to the General Technical Regulations which the Ministry ----------- may issue for this type of operations; however, should the General Regulations have not been issued
at the time the measurement and setting of land marks is to be carried out,
same shall be conducted in accordance with technical procedures as set
forth by the Ministry.
b) Should concessionaire relinquish on behalf of the Government
one or more portions of the area obtained hereunder before the setting of
land marks is completed, said concessionaire shall be obligated to erect
land marks only along the portion or portions it retains.
c) In the event concessionaire should relinquish on behalf of the
Government any portion or portions of the concession, subsequent to
completion of measurement and setting of land marks, same shall be
obligated to conduct a new measurement and to set new land marks along
the boundaries of the area retained.
FOUR. EXPLORATION PERIOD
In accordance with the last paragraph of Art. -_ of the Petroleum
Law, the exploration period shall extend for five years, from the date the
contract is registered in the respective records of the Ministry-------International Lawyer, Vol. 2, No. 3
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FIVE. EXPLOITATION PERIOD
a) Upon completion of the exploration period or extension thereof,
if any, the exploitation period shall begin, having a duration of forty
years, which may be extended for ten additional years, provided that
the concessionaire binds itself to the legal regulations in force at the time
of such extension.
b) Should the company commence exploitation prior to the termination of the exploration period, this fact shall not alter the method of
calculating the forty years exploitation period, in the manner established in
the first paragraph of this clause.
SIX. POSSESSION OF THE AREA GRANTED
a) The right of third parties notwithstanding, the Government shall
maintain the Concessionaire in peaceful possession of the land that, as
national property, may be comprised within this concession, as well as of
the hydrocarbon deposits which may exist in the entire concession area,
and shall defend same against any claim of third parties claiming rights
to the surface of the said land considered national property.
b) With respect to privately owned lands, provisions of the General
Mining Law shall apply, as it pertains to utilization, rights-of-way, etc.
SEVEN. RETURN OF LANDS
a) Concessionaire may at will and whenever it decides, at any time,
return to the Government any part or parts of the lands of the areas
comprised in the concession which it finds unnecessary for the development of same, giving a reasonable explanation of the reasons for effecting
such return.
b) In the years following those of surrender of land, concessionaire
shall pay, as surface fee (rental), the amount which corresponds to the
acreage retained.
c) Likewise, the securities or guarantees provided for in clauses
eleven and thirteen of this contract shall be proportionally reduced.
EIGHT. PRINCIPAL RIGHTS OF THE CONCESSIONAIRE
a) Concessionaire acquires, by virtue of this contract, the exclusive
right to examine, test, drill, etc., all lands or areas comprised in the concession, and to extract from them petroleum, natural gas and other hydrocarbons as referred to in Art. _ of the Petroleum Law, as well as the byproducts (derivatives) of such products and substances, as well as the
right to exploit, process, refine, dispose of those substances, and to export
same within the limitation established in clause thirty-eight hereof. Consequently, concessionaire shall have the right to excavate, drill, auger on
the concession lands without further limitations than those established in
the second paragraph of Art. -_ of the Petroleum Law.
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b) Accordingly, concessionaire may likewise carry out exploration
work from the air, subject to laws and regulations in force, and, in general,
employ all modern technical methods which are currently in use or which
may be invented or established in the future, to explore for petroleum and
other hydrocarbon substances.
c) The operations referred to in preceding letters a) and b) may
be carried out by the concessionaire himself, using his own personnel,
or by means of experts, equipment and other companies contracted by
concessionaire for that purpose.
NINE. RESTRICTION AND INCREASE OF PRODUCTION
The government and concessionaire mutually agree to submit to
the terms of Arts. -_ and -_ of the Petroleum Law currently in force
with regard to all matters pertaining to increase or restriction of production
of hydrocarbons in the concession.
TEN. USE OF WATER, TIMBER, ETC.
For the purposes of this contract, concessionaire has the right to
use the lands comprised within the areas of the concession, as well as the
waters, timber and other construction materials located therein, for use in
exploration, exploitation and development of the concession, without
depriving the cities of the water resources required for domestic use or
for irrigation, nor impairing navigation nor destroying the potable qualities
of the waters, nor obstructing utilization of fishing resources.
ELEVEN. GUARANTEE FOR EXPLORATION
a) In accordance with paragraph -_ of Art. _-, as well as with the
first paragraph of Art. -_ of the Petroleum Law, concessionaire is obligated to establish a security which will guarantee the exploration period in
the amount of --------- and --------- more for each ----hectares of
the surface area of the concession; in addition and by agreement between
the parties, the amount of ------- in Government Bonds. The security,
whether in cash or in bonds, shall be deposited by concessionaire in the
Banco Central --------- not later than 30 days following the date the
contract is registered in the respective records of the Ministry-------b) The security shall be deposited by concessionaire in cash or bonds
with the Banco Central -------- , to the order of the Government.
c) Should concessionaire fail to deposit the guarantee set forth in
this clause, the contract shall be terminated without recourse to claim or
indemnization on the part of the government.
TWELVE. EFFECTIVENESS OF RETURN OF THE GUARANTEE
a) If exploration work is not initiated by the end of the sixth month
of the first year of the assigned period for the exploration set forth in
clause four, the security referred to in the preceding clause will be made
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effective in behalf of the government and, consequently, all rights of the
concessionaire in connection with exploration and exploitation of the
granted area will be terminated.
b) It is understood that exploration work has commenced when
concessionaire, using his own personnel or by means of other companies
or contracted personnel, has started in one or more sectors of the concession area, any of the types of investigations accepted by the petroleum
industry for the discovery of hydrocarbon deposits, such as geological,
geophysical, gravity, seismographic, aeromagnetic, or any other kind.
c) Should concessionaire prove beyond any doubt the unproductivity
of the area granted hereunder, the government, having reports from experts or from technical personnel of the General Administration of Mines
and Hydrocarbons, will order the return of the above guarantee, thereby
canceling the concession.
d) Upon termination of the exploration period and initiation of
the exploitation period, the government will authorize the return of the
guarantee posted by concessionaire; the guarantee would also be returned
in the case where evidence is presented during the exploration showing
that the investment in exploratory operations amounts to a sum equal
to that of the guarantee, according to the terms of paragraph -_ of Art.
of the Petroleum Law.
-_

THIRTEEN. GUARANTEE FOR EXPLOITATION
a) In accordance with provisions of paragraph -_ of Art. -_ of the
Petroleum Law, in relation to Art. -_ of the General Mining Law, the
concessionaire shall post, during the first year of the exploitation period,
a guarantee on behalf of the government to insure compliance with the
obligations applicable to the exploitation period. This guarantee may
be posted in either of the following manners, at the election of concessionaire: by deposit of -------- in cash in the Banco Central ------- ;
or by security in the same amount through any bank or responsible
institution acceptable to the government; or by pledge or mortgage of
real estate, machinery and implements owned by concessionaire and
located in -------- either within or without the concession, and which
represent an actual value of--------b) The deposit, guarantee or mortgage, as the case may be, shall
remain in force during the entire term of the concession.
c) Upon termination of the concession term, in the instances referred
to in paragraph -_ of Art. -_ of the Petroleum Law, the government
shall order the return of the exploitation guarantee referred to in this
clause.
FOURTEEN. TIME WHEN EXPLOITATION BEGINS
a) The parties agree that the concessionaire is authorized to commence exploitation any time during the exploration period; for this
purpose, concessionaire will give advance notice to the government, acInternational Lawyer, Vol. 2, No. 3
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companied by plans, geological maps and descriptive reports referring to
the area to be placed in exploitation.
b) In accordance with the rights established in Art. -- and -- of
the Petroleum Law on behalf of the concessionaire, the term of forty years
and the optional extension, as the case may be, shall not be changed
for purposes of its calculation, such term to begin as from the day
following completion of the 5-year exploration period or extension thereof,
if any, even if concessionaire has exercised the right to begin exploitation in
one or more hydrocarbon structures any time during the term of the 5-year
exploration period or extension thereof, if any.
c) Exploitation is considered to be the systematic production of
petroleum when an average volume of 3,000 barrels per day is obtained
during a 30-day period.
d) In case the government and concessionaire do not agree as to
whether or not the exploitation has commenced, or with regard to any
of the reciprocal rights and obligations of the parties as stated in this clause
or deriving herefrom, the difference or differences shall be decided upon
by two arbiters, one designated by the government and the other by the
concessionaire; in case of divergence between their opinions, a settling
arbiter appointed by the contracting parties shall resolve the matter and
his decision shall be final and not subject to appeal. The parties shall
appoint the settling arbiter in advance, that is, at the same time as the
two arbiters herein mentioned.
e) The government reserves the right to demand that the plans and
descriptive report be properly completed when those submitted are found
to be deficient.
FIFTEEN. CADUCITY OF THE CONCESSION
a) In addition to the instances set forth in this contract, the government shall be able to declare the caducity of this concession in the cases
contemplated in Art. -- of the Petroleum Law in the form and manner
provided for by the last paragraph of No. -- of said article.
b) In addition, this concession shall be terminated in the following
cases:
1. By express renunciation by the concessionaire made at any time;
and
2. By expiration of the original term or extension thereof.
c) As far as the effects to be derived from each one of the preceding
manners of caducity or cancellation of the concessions, provisions of
Art. -- of the Petroleum Law shall apply.
SIXTEEN. SUSPENSION OF OPERATIONS
In accordance with Art. -- of the Petroleum Law, it is established
that, if at any time during the studies, exploration or exploitation the
work or operations of the concessionaire are suspended by reason of force
majeure or acts of God duly justified, compliance with the obligations of
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the concessionaire will likewise be suspended for all the time during which
such circumstances prevail and the concession terms shall be extended for
the same period of time.
SEVENTEEN. REFINERY AND PATENT THEREFOR
a) The government agrees that concessionaire, any time after it has
obtained in the concession area a systematic production of at least 3,000
barrels per day, shall have the right to build one or more refineries for
the processing of products from crude oil, of the type concessionaire shall
elect and determine.
b) It is pointed out that the preceding paragraph grants concessionaire
the right but not the obligation to construct one or more refineries.
c) At such time as concessionaire decides to construct or expand
a refinery, it shall so advise the government.
d) There shall not be levied any special taxes on the refinery
operations of concessionaire, with exception of an annual patent in the
amount of -------- sucres for each refining plant installed by concessionaire.
e) The crude oil which concessionaire may produce shall be refined
at an industrial facility established by reason of this contract, or in any
other established in the country.
EIGHTEEN. CONSERVATION AND TRANSPORT OF PETROLEUM
a) Concessionaire shall have the right to store in tanks the petroleum
and other hydrocarbons produced, and to transport same to other places
using, if deemed convenient, oil pipelines which may be laid down on the
lands within the concession or on other lands property of the Government
or of Municipalities; such oil pipelines may be built and extended to the
place or places which concessionaire deems to be convenient.
b) The route of all pipelines, which shall be the shortest and most
practical from a technical standpoint, as well as the location of the maritime or river terminal at the port of embarcation, shall be submitted for
approval by the Minister --------- ; once approval has been obtained,
concessionaire shall present to the Director General of Mines and Hydrocarbons the final route, the maps and budget in detail for the construction
and development, as well as the respective specifications.
c) Concessionaire shall be bound expressly to the provisions that are
set forth in Chapter -_ of the Petroleum Law presently in effect pertaining
to transportation of oil, inasmuch as said Law determines the rights and
obligations of concessionaire with regard to the transport of petroleum
and its derivatives.
d) The right of priority of the government for the transport in oil
pipelines of all its petroleum will be up to 20% of the daily transportation capacity of the pipelines. For the transport of oil in the amount corresponding to the Government's participation, determined in accordance
with the respective provisions of the Petroleum Law or, should such be the
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case, for the quantity transported in accordance with letter c) of this
clause, the government shall pay concessionaire the resulting amount
applying the rate established in accordance with the pertinent provisions
of the Law. The risks of government oil thus transported shall be for
the government's account, except where the losses were sustained through
negligence of the concessionaire.
e) In the event that, according to declaration of the Executive Power,
there were a national emergency, the 20% mentioned above for the
transport of petroleum and oil products property of the government may
be raised to 75%, if the same burden were placed on other companies
transporting oil in --------f) For the purpose of this contract, gas pipelines and other pipelines for hydrocarbon transport shall be understood to be also "oil pipelines."
NINETEEN. MINIMUM ANNUAL INVESTMENT OF CONCESSIONAIRE
a) That parties agree that during the exploration period concessionaire shall invest on projects related exclusively to this phase, such as field
geology, geophysics, shallow drilling to obtain samples, etc., a sum not
less than --------In no event shall the minimum annual investment
be less than--------b) For the interpretation of this clause, it is agreed that there shall
be included in the amount of -------- the money employed for drilling
of at least three wells in said period, which drilling has been agreed upon
to comply with Art -------- amending the Petroleum Law.
c) In accordance with provisions of the last paragraph of Art.....
of the Petroleum Law, and unless the difference in the investment is due
to force majeure or acts of God or, in general, to causes beyond the
control of concessionaire, it is expressly agreed that, for the purpose of
complying with this provision, concessionaire shall invest annually from
the beginning of the exploitation period, an average amount not less than
-this obligation shall cease as soon as concessionaire obtained
a productive capacity of at least 10,000 barrels daily of petroleum, or
after 20 years of the exploitation period have passed. The production
shall be established on the basis of a daily average during a minimum
period of six months.
TWENTY. SURFACE FEES ON THE CONCESSION
a) In accordance with the terms of Art. -_ of the Petroleum Law,
concessionaire shall pay annually, during the period of exploration and
exploitation, a surface rental of ------ per hectare for concession acreage
during the first two years; ------ during the third year; ------ during
the fourth year; and ------ during the fifth year and each year thereafter to the end of the contract.
b) The year shall be counted from the date when the contract authorInternational Lawyer, Vol. 2, No. 3
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ized by this Decree is registered in the records of the Ministry
until the same date of the following year, and so on. The first payment of
surface fees for the first year of the concession shall be made by concessionaire within 30 days from the date the respective public deed is
recorded in the respective records.
c) Concessionaire further agrees that, during the following years,
it shall pay in advance the surface fee on the date the year for which payment is due begins.
d) If after measuring and setting of land marks on the areas comprised in the concession, and before the end of the third year of the
exploration period, it results that the extension of the concession exceeds
hectares, concessionaire shall pay the government to complete
the surface fees the remaining amounts, and, vice versa, if the extension
should prove to be less than that mentioned, the government shall return
to concessionaire the respective proportional amount.
TWENTY-ONE. TRANSFER OF THE CONCESSION
Concessionaire may transfer the rights which are authorized by the
present contract, with the prior authorization of the government and in
accordance with the terms of Art. -_ of the Petroleum Law, relative to
Art. -_ of the General Mining Law; without this requisite the transfer
will void and caducity of the concession shall be effected. In any case, the
government may demand. of the new concessionaire to increase the minimum investment by 50% over that established in this contract.
TWENTY-TWO.

ROYALTY TO BE PAID BY CONCESSIONAIRE

a) Concessionaire will pay the government, as royalty or participation in the production, the respective percentage according to the distance
from the respective gathering center of the concessionaire to the closest
port of embarcation, in accordance with the following schedule:
From X to X
"X " X
"X " X
"X " X
" X "XX
"X " X
XX km. and over

km. X% of net product produced
.
..
" X% ....
.
..
" X% ....
.
.
...
"X%
it...
"X%
.
.
...
"X%
..
.. .
X%

b) The royalties shall be computed monthly and shall refer to all
net production of clean crude oil measured in the storage tanks in the
refinery, without taking into account the petroleum used in the exploitation,
refining and other requirements of the petroleum activities.
c) As clean crude oil is understood the oil separated from all foreign
substances, water, etc., it being understood that up to one percent of water
or foreign matter may be accepted.
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d) For clarification, the schedule inserted in this clause is the one
presently in force according to Art. __ of the Petroleum Law.
e) NATURAL GASOLINE. For all natural gasoline extracted from
gases by the concessionaire, there shall be paid to the government the
royalty established by the Petroleum Law in force.
f) For all liquefied petroleum gas (L.P.G.) extracted from natural
gas by the concessionaire from this concession, same shall pay 5% of net
production.
g) For all dry natural gas resulting after processing and not used in
the concession, concessionaire shall pay the same percentage of royalty
as corresponds to crude oil. The price shall be -------- per thousand
cubic feet; the price shall be revised every year.
TWENTY-THREE. MANNER
MENT'S PARTICIPATION

OF COLLECTION OF GOVERN-

a) The government's participation may be collected totally or partially in kind, in cash or in drafts, at the production site or at the point
of embarcation, at its option, the manner adopted to be notified six months
in advance. Inasmuch as the government's participation is at the gathering point, when such participation is received in kind at the port of
embarcation or in any other place outside the concession, the respective
deductions shall be made for transport and losses incurred to the place
of delivery. Concessionaire shall not be obliged to store the crude oil
to be delivered to the government in quantities exceeding ------ cubic
meters, such storage to be for only ninety days. In no event shall the
royalties paid by the concessionaire be less than -------- per month.
b) From the time of measurement, the risks of the petroleum to the
government shall be for its own account, except for losses resulting from
negligence of the concessionaire.
TWENTY-FOUR. MEASUREMENT OF PRODUCTION
Concessionaire's production shall be measured daily in the tanks
located at the gathering site or at the refining plants. The government has
the right to appoint representatives to be present at the time measurement
is conducted for the purpose of verifying same. All measurements shall
be accepted as final when said representatives express no objection, or if
same are not present. Determination shall be effected on the basis of a
volume of 600 F., calculation to be made in accordance with procedures
established and published by the American Society of Testing Materials
(A.S.T.M.) in its booklet number D 1085-57T. From the amounts
thus established, the following shall be deducted: all of the B. S. & W. in
excess of 1 percent; for this purpose, three samples shall be taken, one
from the surface, one from the middle, and one from the bottom of the
tank. These samples shall be submitted to the centrifugal test described
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in the A.S.T.M. booklet number D 96-63T and, on this basis, water and
foreign matter in the crude oil shall be calculated. No participation shall
be paid on oil lost by reason of force majeure prior to the time measurement is carried out.
TWENTY-FIVE. SETTING OF OIL PRICE FOR COLLECTION OF
ROYALTIES WHEN THE GOVERNMENT COLLECTS SAME IN
KIND AND SELLS IT BACK TO CONCESSIONAIRE
For the purpose of complying with Art. -_ of the Petroleum Law,
royalties shall be paid quarterly and in the percentages determined by the
Petroleum Law and by -------- as follows:
a) If the country imports oil:
1. On crude oil, H.C.T., resulting from the exchange operation, including the royalty determined by ---------- and on crude L.C.T. not
exported, the CIF price for imports made by the Company during the
quarter corresponding to the payment to be made, at the average price
for imports made during said quarter, taking into consideration the total
volume of imports during the quarter, as well as the total value of such
imports; the required calculations shall be made taking into consideration
the official rate of exchange for the dollar, all values to be converted to
said rate of exchange to effect payment in sucres.
2. On the volume L.C.T. oil exported, royalties shall be paid based
on an average price established taking the average FOB price for exports
of L.C.T. and the average CIF price for imports during the quarter determined in the manner established in the preceding paragraph; the necessary
calculations shall be made pursuant to provisions of the preceding paragraph for payment in sucres.
b) If the country exports oil: The FOB export price shall be taken
as basis, at the
port from which such exports are made.
TWENTY-SIX. PROHIBITION TO SETTING UP SPECIAL TAXES
In conformity with the last paragraph of Art. -_ of the Petroleum
Law presently in force, there shall not be established special taxes which
would encumber the individual activities of concessionaire.
TWENTY-SEVEN. TAXES TO BE PAID BY CONCESSIONAIRE
a) Pursuant to paragraph three of Art. -_ of the Petroleum Law,
during the exploration and exploitation period concessionaire shall pay
the government an Income Tax, as well as a Sales Tax, or its substitute,
on operations carried out in its camps, all in accordance with provisions
and percentages established by the respective laws, as well as all other
taxes of a general nature, such as stamp tax, excise tax, etc., which do
not apply exclusively to the oil companies.
b) Concessionaire shall act as a withholding agent with regard to
collection of sales tax, or its substitute.
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TWENTY-EIGHT. EXEMPTION GRANTED
a) In accordance with Art. -_ of the Petroleum Law presently in
force, and with dispositions of Executive Decree No. -------- concessionaire shall be entitled to the customs exemptions referred to in the mentioned Art. -_ and in Executive Decree ------ as well as to the exemption
pertaining to taxes not expressly set forth in said Petroleum Law.
b) During the exploration period and half of the exploitation period,
concessionaire shall be exempted from taxes on capital used in exploration, exploitation, and development of the concession.
TWENTY-NINE. DOUBLE CUSTOMS DUTIES AND 50% FINE
a) In the event it should be legally proven that any of the items
destined for exploration, working, exploitation, and production of the
deposits herein referred to and which were subject to any of the exemptions set forth in the preceding clause, are used for purposes other than
those herein established, concessionaire shall pay twice the amount of the
tax or taxes applicable in accordance with the Customs Tariff, plus 50%
of the value of the consular invoice covering such items.
b) Sale or transfer of machinery, equipment, installations, vehicles,
tools, and any other material imported by concessionaire subject to exemption, shall only be carried out after an evaluation of such items has been
made by representatives appointed by the Ministries of Mines and Finance.
Such evaluation, which will contemplate depreciation with respect to the
original value, taking into consideration the actual status of the articles,
shall serve as basis for calculation and collection of the respective import
duties originally exempted.
THIRTY.

PRINCIPAL OBLIGATIONS OF CONCESSIONAIRE

Concessionaire shall be obligated to:
a) Employ in its surveys, exploration, exploitation, and general
operations pertaining to the development of the concession, 100% local
labor; with regard to administrative personnel, concessionaire shall employ
80% local personnel having a technical knowledge acceptable by concessionaire. Concessionaire shall prefer local technicians having similar University titles and proven experience.
b) Train local labor in the operation of machinery and in the execution of the work, in accordance with established techniques.
c) Furnish the government, any time it so requests, all economic and
technical data pertaining to the concession, such data to be furnished
through officers of the Ministry -------- duly authorized for that purpose.
d) Maintain accounting books in Spanish and in accordance with
provisions of the -------- Commerce Code.
e) Open to the public all roads concessionaire may build for its own
transportation and for transport of products, submitting to the respective
regulations the government may issue.
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f) Explore and exploit the concession using adequate and efficient
machinery for that purpose.
g) Maintain erect the land marks of the concession, without altering
or moving the positions thereof, under the penalty set forth in Art. -_ of
the General Mining Law.
h) Submit to provisions of the Labor Law and to the
Social Security Laws, as well as to any other pertaining to the protection
of the workers and their families.
i) Provide dwelling and transportation facilities within the concession for no more than one Oil Inspector appointed by the government for
the respective zone.
j) Allow three students of any of the branches of the petroleum industry attending Polytechnical Universities or Institutes in the country
to conduct practices and studies in the concession during their vacations,
all expenses resulting from the visit of such students to be for the account
of concessionaire.
THIRTY-ONE. PRINCIPAL RIGHTS OF THE GOVERNMENT
The government is entitled to:
a) To supervise the efficient exploration and exploitation and to
demand that machinery adequate for such purpose be used.
b) To audit the accounts of concessionaire, whenever it deems it
convenient.
c) Use, free of charge, the means of communication of concessionaire
when the government's are interrupted, this right being reciprocal with
respect to the concessionaire in similar instances.
d) See that the roads built by concessionaire are open to the public
from the time same are completed, as provided by law and subject, in all
instances, to dispositions of paragraph c) of the preceding clause.
e) To supervise, in the manner it deems convenient, the operations
of concessionaire, and to see that same fulfills the obligations of this
contract.
THIRTY-TWO. SUBMITTAL OF REPORTS
a) Concessionaire shall submit to the government a report regarding operations carried out, drilling conducted, as well as topographic,
geological and other data which may be required to illustrate the results
of exploration and exploitation. This report, which shall include operations
conducted from January 1st to December 31st of each year, shall be submitted annually, on or before March 1st, for official consideration.
b) Likewise, concessionaire is hereby obligated to submit to the
government the following information, as soon as same is obtained: depth
of the wells, initial production test; stratigraphic data; producing horizon;
drill stem test; logs obtained; structural and isopach maps; initial pressure
of the reservoir; monthly production; G.O.R.; W.O.R., well completion
data, such as casing, pipe, packer, production method (natural or artificial);
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type of recovery (primary or secondary); recovery method (flow, pump
or gas lift); geological maps; and any other information which may be
useful in the evaluation of the formation or reservoir. These data shall
be requested only if the company prepares same for its own use.
c) Five years after acquisition of the following data, or before then,
should the concession be relinquished, concessionaire shall submit to the
government: gravimetric, magnetometer, seismic or any other geophysical
information which may be useful for the purpose of evaluation of the
concession.
d) The data referred to in c) of this clause shall be submitted in the
form of maps, if the company prepares same for its own use.
e) Concessionaire is hereby obligated to submit to the government
on or before December 1st of each year, all the data concessionaire is
obligated to submit in accordance with the preceding paragraphs notwithstanding, a sketch of a program of activities same will conduct during
the subsequent year. For the first year of the exploration, this program
shall be submitted not later than four months following registration of
this concession contract in the records of the Ministry----------THIRTY-THREE. WITHDRAWAL OF MACHINERY INSTALLATIONS, ETC., IN THE EVENT OF TERMINATION OF THE CONTRACT
In case of abandonment, termination or caducity of this contract,
concessionaire and the Government bind themselves to provisions of
Art. ____ of the Petroleum Law.
THIRTY-FOUR. CONTRIBUTION FOR PUBLIC WORK
a) Concessionaire is obligated to deposit annually in the Banco
Central --------- and to the order of the Ministry of Mines, the amount
of ------ during the period of exploration and extension thereof, if any.
During the period of exploitation, the amount of deposit shall be-----b) The deposits referred to in a) of this clause shall be invested
exclusively in the purchase of equipment, implements and other elements
required for the better development of the functions of the General Administration of Mines and Hydrocarbons, as well as in publications which
said Administration may make in connection with the mining and oil
industry of the country.
c) Concessionaire shall not be obligated to comply with dispositions
set forth in a) of this clause, should same abandon or relinquish the concession on behalf of the government prior to the beginning of the year for
which such payment is to be made.
THIRTY-FIVE. RIGHTS DERI VED FROM THE LA W
In addition to provisions set forth in this contract, concessionaire
shall enjoy all of the rights established by the Petroleum Law and by the
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General Mining Law currently in force, especially those mentioned in
Chapter ----of the latter.
THIRTY-SIX. METHOD OF ESTABLISHING PRICES OF CRUDE
OIL AND PRODUCTS FOR THE GOVERNMENT
a) When according to provisions of the first paragraph of Art.
of the Petroleum Law, concessionaire shall have to provide petroleum
or petroleum products to the government, the price shall be fixed by mutual
agreement between the parties to this contract; however, in no event shall
the price be less than the actual cost of production and transport, taking
into account the various elements which determine the cost in the petroleum
industry, such as the cost of exploration, exploitation, storage and refining,
plus 20% of such costs. The cost shall be determined annually by a
representative of the government and the representative of the concessionaire in ------ , after examination of the books, reports and other
data, relative to the activities of concessionaire. In case an agreement is
not reached, concessionaire shall designate three companies of public
accountants internationally recognized, and the government shall appoint
one of them to make the respective evaluation.
b) The fees and expenses incurred in connection with this evaluation
shall be paid by concessionaire.
c) The government and the concessionaire agree that the first party
cannot demand from the latter more than 20% of the latter's production,
including crude oil due to the government for royalties, except in the
event of international emergency which shall be declared by the Executive
Power; in such event, the percentage may be raised to 75% of concessionaire's production, including government's royalty oil, for the duration
of the emergency.
d) Furthermore, the government binds itself to impose in the above
instances a similar and proportional obligation on other companies which
produce or shall produce petroleum in ------- , so that the amount demanded from each oil producer in relation to the total national consumption, shall be in the same proportion as the production of each
producer with the total national production.
e) In order to calculate the percentages referred to under letter c)
of this clause, there shall be taken into account and deducted therefrom,
the royalty percentage due to the government, as per clause twenty-two, even
if the government has not received the royalty in kind.
f) If the government demands delivery of crude oil or its products,
as mentioned above, such request shall be fulfilled by concessionaire using
first for this delivery of crude oil or products, the royalties in crude oil
which are due the government according to this contract.
THIRTY-SEVEN. FIXING PRICE OF PRODUCTS FOR THE LOCAL
MARKET
In accordance with the provisions of paragraph two of Art - --- of
the Petroleum Law, the prices of the products for the internal market shall
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be fixed by the government; however, in no event shall such prices be lower
than the cost of production, plus a reasonable profit for the concessionaire.
Furthermore, to determine the cost of production of such products, the
government shall use as a basis the cost of production of crude oil, including the cost of refining, manufacture, extraction, treatment, storage and
transport of such products, plus a reasonable profit for the concessionaire.
The prices thus established shall exceed, in any case, those fixed under
clause thirty-six, and shall not be less than the higher prices fixed by the
government for the products destined for local consumption provided
by any other supplier of products of the same quality.
THIRTY-EIGHT. RIGHT TO EXPORT PETROLEUM AND PRODUCTS; FOREIGN CURRENCY
The parties expressly declare that, provisions of other clauses hereof
notwithstanding, concessionaire may export freely petroleum and products
wherever it deems advisable and at the prices and under conditions agreed
upon at concessionaire's discretion.
a) Concessionaire, before exporting petroleum, shall be obligated to
allocate for sale in the local market, if the government so requests and
at the prices to be determined in accordance with clause thirty-six, the
proportion of petroleum to which it is entitled, provided that the government, in turn, imposes similar proportional obligations on other companies
that produce or shall produce petroleum in ------ , so that the quantity
required for destination in the internal market from each producer of
petroleum, shall be in relation with the total national consumption, in
the same proportion in which the production of each concessionaire is
with the total national production.
b) In order to calculate the proportion of the production that concessionaire, according to letter a) above, should allocate to the sale in
the local market, there shall be taken into account and be deducted from
that proportion, the percentage of the royalty which is due the government
under clause twenty-three, even if the government elected not to receive or
has not received the royalty in kind.
c) In the case that, according to clause seventeen, concessionaire
constructs a refinery, provisions of letters a) and b) above shall apply
also to the products which concessionaire may obtain from the refinery.
d) Under no circumstance shall concessionaire export its products
to a nation which is at war with the Republic of
,--or to which the
Republic of -------- should not carry out exportation or sales, in compliance with international treaties.
e) Concessionaire shall consider in the best spirit any suggestions
by the government of -------- toward a better orientation of the
export market.
f) Concessionaire may import, without requisite of previous permit,
those articles and machinery for maintenance and benefit of its employees
and workers, provided that such imports are paid for in their own currency.
g) With respect to foreign exchange, concessionaire is subject to
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the. International Exchange Law, to its Regulations, and to the terms
of special nature related to this type of concession.
THIRTY-NINE.
LAWS

BINDING OF THE CONCESSIONAIRE

TO THE

a) For the purpose of this concession, the Petroleum and Mining
Laws shall apply, dispositions of which, as they may be in force at the
time this contract is executed, are understood to be incorporated herein,
and shall rule the relations between the parties in all matters for which
provision is not made in this contract. If the concessionaire should wish
to submit to any pertinent laws which may be issued subsequent to this
contract, he shall so notify the Ministry-------b) Concessionaire expressly submits to the Courts and Tribunals of
the Republic of -------- and hereby renounces all Diplomatic claims.
FORTY. SETTLEMENT OF DISAGREEMENTS
Any disagreement between the government and concessionaire arising
from this contract, shall be resolved by the Supreme Court of Justice of
when the government is the defendant, and shall be submitted
before the Provincial Judges of --------- when the concessionaire is
the defendant; however, any controversy between concessionaires with
regard to their petroleum rights, shall be administratively resolved by
the Ministry
, whose ruling may be appealed before the competent Tribunal. In cases of arbitration, provisions of the Petroleum Law
shall apply.
FORTY-ONE. INVESTMENT OF PROFITS
In accordance with the terms of Art.
of the Petroleum Law,
concessionaire is hereby obligated to invest at least an amount equal to
40 percent of his profit for the benefit of the concession.
FORTY-TWO. REGISTRATION OF THE CONTRACT
Concessionaire shall proceed to register this contract in the records
of the Ministry -------- , within fifteen days following the date this concession is granted by means of a public instrument, and shall only exercise
its rights granted hereunder from the date such registration is carried
out.
FORTY-THREE. COST OF INSTRUMENT AND COPIES
All costs incurred in the execution of the respective instrument, including four copies to be delivered to the government, shall be for concessionaire's account.
Article 2. The Ministers of Industries, Commerce and Mines and of
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Finance, shall be in charge of the execution of this Decree, which shall
be in effect as of the date same is published in the Official Register.
Issued at the National Palace in -------- on --------- , 19_.

(SERVICE CONTRACT)
Between ------------- represented by
, hereinafter
called X. Y. Z. on the one hand, and on the other hand the firm -----, of-------------- , represented by ----------- , hereinafter called
the Company, the following contract has been agreed upon:
Article 1. For the purpose of increasing to the maximum the production of petroleum within the norms of efficiency and productivity, X. Y. Z.
entrusts to the Company and the Company obligates itself to effect the
labor, works, installations-including for the transportation of oil-and
other operative tasks mentioned in the clauses which follow. The Company
shall receive the compensations determined by Articles 9, 10, 11 and 12,
which cover its investments, expenses of operation, payment of interest
and profits.
Article 2. The labor, works and operations referred to below shall
be carried out within the structures and their respective areas of influence
mentioned in Article 3, exclusively by the Company, and are those which
are mentioned as follows: a) Drilling of wells, operation, production, recuperation and recovery of oil; b) Construction of an oil pipeline to transport the oil obtained to the present deposits of X. Y. Z. in----------for the purpose of delivering the production at that place; c) Realization
of labor and works complementary and relating to the foregoing; d) Works
and drillings destined to prove the potentiality of the structures and their
respective areas of influence.
Article 3. Beginning from the date of this contract the Company
will initiate its activities on the following structures and their respective
areas of influence; a) Structures called ---------- and ---------- and
their corresponding area of influence; b) Structure called ---------- and
its corresponding area of influence.
Said structures and their areas of influence are located in the region
of the ---------- and ---------- belonging to the reserves of X. Y. Z.,
and they have the area and location indicated on the plan attached as
an integral part hereof.
In order to effect the installations for the transportation of petroleum
to the point of delivery to X. Y. Z., the latter will facilitate to the
Company the use of the necessary land, without any charge therefor.
The parties, by mutual agreement and within the first 60 days after
the date of this contract, shall establish the precise limits of the structures
and their zones of influence. In due time, by agreement between the parties,
there shall be established the route to be followed for the installations for
the transportation of petroleum.
The Company shall have the option to obtain an increase in the
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areas of influence, in the event that the productive geological structure is
extended beyond the limits previously established. X. Y. Z. will not recognize extensions of the type provided for on the east boundary of the area
corresponding to the structures of -----------and----------Also within the period of 60 days from the date of this contract,
X. Y. Z. is obligated to facilitate to the Company all the information
of a technical nature which the latter requires of it, in relation to the
structures and their areas of influence, which have been previously
mentioned.
Article 4. Within a period of 1 year, extendable for 3 months, the
Compainy-using five drilling rigs-shall drill a minimum of
wells on the structures of --------- and --------- and their respective area of influence; and a minimum of 10 wells on the structure of
------ , and its respective area of influence.
If at the end of said period the structures and their areas of influence
mentioned above appear to be economically exploitable within the judgment of the Company, it shall proceed in the manner stated as follows:
a) Within the following 60 days it shall commence the work necessary
for the construction of the oil pipeline which is mentioned in Article 2,
insert b), terminating it within 12 months following its commencement;
b) Using -_ drilling rigs it shall immediately continue the drilling of the
number of wells which, added to those drilled in accordance with the first
paragraph of this Article, totals a minimum of ---- units, distributed in
the same proportions as those indicated in the first paragraph of this
Article between the structures of ----------- and ----------- and
their area of influence, and the structure of ----- and its area of influence.
These wells shall be terminated within a period of one year from the
date of their commencement.
The Company may accelerate the execution of the works without
waiting for the expiration of the periods established in this Article.
Article 5. On the termination of the first year of effectiveness of the
present contract (and, if appropriate, also the extension of 3 months provided for at the beginning of the preceding Article), if the Company considers that both or either of the structures previously mentioned and
their respective areas of influence are not economically exploitable, it shall
not be obligated to construct the said oil pipeline nor to drill the said
additional wells. In this case the Company shall have the right to terminate
this contract with respect, on the one hand, to the structures of
and --------- and their respective area of influence, and on the other
hand, and separately, the structure of --------- and its respective area
of influence, or with respect to both, and to withdraw from the Republic
of --------- its drilling equipment and all other property owned by it
which is not fixed to the ground in a permanent manner. If, on the other
hand, it has initiated the construction of the oil pipeline, the Company
may not exercise those rights until the termination thereof and of the additional wells referred to in Article 4, insert b). X. Y. Z. shall be responsible,
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without right of reimbursement, for any tax, impost, contribution, tribute,
duty encumbrance or surcharge which the Company may have to pay on
the export of its property or equipment in accordance with the provisions
of the present Article.
Article 6. In the development of the production of oil on the structures and their respective areas of influence, the Company shall adhere
to the following rules: a) It shall obtain, as rapidly as may be possible,
the maximum efficient production of petroleum compatible with rational
exploitation of the wells corresponding to the structures and their respective areas of influence; b) For that purpose it shall apply the methods
indicated by good rules of engineering and practice of the petroleum industry; c) It shall advise X. Y. Z. three months in advance, of the general
program of development of the production and its subsequent readjustments, with indication of number, location and operating system of the
wells.
X. Y. Z. shall not restrict the production of petroleum by the Company,
reducing it to amounts below the maximum efficient rate.
Whenever X. Y. Z. considers that the Company is infringing the norms
established and the latter does not immediately satisfy its complaint, it shall
submit the difference to the arbitration procedure provided for in Article 21.
Article 7. For the purposes of compliance with the present contract,
the labor, works, installations and other operative tasks may be effected
by the Company in a direct manner or employing contractors and subcontractors. In due time the Company shall advise X. Y. Z. of the names
of said contractors and sub-contractors with an indication of their background with respect to their technical capacity.
Article 8. The Company shall deliver to X. Y. Z. all oil produced
in the zone, except losses which are occasioned in the course of the operations and the amounts which the Company destines to its own use.
X. Y. Z. shall receive said petroleum regularly, paying the amount established in the following Article, under the conditions there established. In
the event that for any reason X. Y. Z. does not receive the amount of
petroleum which the Company places at its disposition, it shall be obligated
to pay the same amount as that established in Article 9, under the conditions there established and in proportion to the volume of production not
received. When the amount not received by X. Y. Z. in a period of 30 days
is less than 20% of that which the Company is able to place at its disposition, X. Y. Z. may regularize its obligation to receive all the petroleum
supplied by the Company within the following 90 days, in which case
the provision of the preceding sentence shall not be applicable.
Article 9. X. Y. Z. shall pay to the Company the sum of $
U. S. Currency per cubic meter of petroleum produced and delivered.
Each payment shall cover a complete calendar month and shall be made
within a maximum period of 45 days from the termination of the respective
month. The amount which the Company receives in accordance with the
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foregoing provision, plus the amount of the payments which X. Y. Z. may
make in accordance with Article 10, shall constitute the total and final
compensation which X. Y. Z. shall pay to the Company for the execution
of all the obligations imposed on it in the present contract. ---- % of the
$----- per cubic meter of petroleum which X. Y. Z. must pay to the
Company will be delivered to the latter in dollars, U. S. Currency, and the
remaining ---- % in the equivalent thereof in local currency in accordance
with the provisions of Article -_ or in dollars, U. S. Currency at the
option of X. Y. Z. The payments in dollars will also be made at the option
of X. Y. Z. in the Republic of ---------- or in the United States of
America. The payments in local currency shall be made in the Republic
of ----------The Company shall establish the place of payment in
each country. In case of delay in payment, from the date of maturity of
the obligation and on the amount owed, X. Y. Z. shall also pay to the
Company, on the amount which it pays in dollars, U. S. Currency, the
maximum rate of interest which the Export-Import Bank of Washington,
D.C., United States of America, charges in the corresponding period, and
on the amount which it pays in local currency, the maximum rate of interest
which the (Central Bank) --------- , charges in the corresponding period.
Said interest shall be paid, respectively, in dollars, U. S. Currency, and in
local currency.
Article 10. As compensation to the Company for compliance with
the obligations agreed, X. Y. Z. undertakes, during the entire term of
this contract, without right of reimbursement, payment of all taxes, rates,
contributions, tributes, duties, encumbrances or surcharges of any type
and nature, to which the Company or its successors and/or the contractors
and sub-contractors of the Company may be subject, either with respect
to the national, provincial and/or municipal government, or any other
public institutional or territorial entity of the country, and applied to said
persons by reason of the acts, revenues, profits, capital or any other cause
which arises from the activities referred to in the present contract.
Article 11. The sum of $---- per cubic meter of petroleum to be
paid by X. Y. Z. to the Company shall be fixed during a period of 5 years
from the date of the present contract. Thereafter, and for the remainder
of the term of this contract, including any extension or renewal thereof,
the amount of said payment shall vary up and down proportionately with
the fluctuation of the international price of petroleum. The international
price of petroleum shall be considered that which results from averaging
on the last day of each month the international price of petroleum of an
equivalent grade and quality from Venezuela, the Persian Gulf, and the
South of the United States of America (Gulf Coast), as appears from
the publications made by the producers of the respective countries of origin.
The average price--determined in the manner indicated-corresponding
to the first day of effectiveness of this contract shall be adopted as a basis
to calculate the future fluctuation. If for any reason one or more of the
constituent elements of the said average should not be available, the parties,
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by mutual agreement, shall establish other bases for the determination of
the international price. Within 90 days after the date hereof, the parties
shall agree on the international price corresponding to the first day of
effectiveness of this contract, and shall agree upon the rules and the procedure to follow for determining its fluctuations.
Article 12. The part of the payment which X. Y. Z. makes to the
Company in local currency shall be made at the rate of exchange of the
dollar, U. S. Currency, on the close of the free market in the City of
on the last day of the month corresponding to the payment.
In the event that there is no free market in the country, of exchange between
the local currency and the dollar, U. S. Currency, there shall be taken as a
basis the rate of exchange between those currencies effective in the United
States of America, as certified by one of the principal banking institutions
of said country. The Company undertakes not to use any amount of the
sum of local currency which it obtains by this reason to purchase dollars,
U. S. Currency, or any other foreign currency, without prior permission
of the --------- authorities.
Article 13. The Central Bank of the Republic of ---------- assures to X. Y. Z. the obtention of the dollars, U. S. Currency, which are
required for the compliance with the obligation undertaken by the latter
in the present contract, including Article 20, and guarantees to the Company
the transfer abroad of the dollars, U. S. Currency, to which it may be
entitled by application of the provisions of this contract.
Article 14. X. Y. Z. has the option that the producing wells drilled
by it prior to the date of this contract on the structures and their respective areas of influence mentioned in the present contract be operated by the
Company if the system of operation which the latter applies to its own wells
is more appropriate than that employed by X. Y. Z. In that event, the
Company shall have the right to charge to X. Y. Z. on the conditions
specified in Article 8, all expenses required on the extraction and delivery
of the oil, and also the investments which it makes in those wells with
the approval of X. Y. Z. In no event may the Company receive any
profit as a result of this activity.
In the operation of the said wells, the Company shall adhere to the
general system of production established for the wells drilled by it.
Article 15. The Company and its contractors and sub-contractors may
bring into the Republic of ------------ the equipment, machines, installations, tools, materials and replacements which in the judgment of the
Company may be necessary or useful for the execution of this contract. The
personnel employed by the Company, its contractors and sub-contractors,
and the personnel depending from the latter, which are brought into the
country from abroad may bring into the country their household goods and
personal effects. The Company may bring six passenger automobiles. If
the importation of the things mentioned above should be subject to payment of any duty, tax, contribution, rate or other encumbrance or surInternational Lawyer, Vol. 2, No. 3
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charge of any type or nature, payment thereof shall be for the account of
X. Y. Z. without right of reimbursement.
Article 16. Beginning with the third year of effectiveness of this
contract, X. Y. Z. will grant a preference to the Company-at the same
prices, methods of payment and delivery and other contractual conditionsover any other person, firm or corporation, to supply its requirements of
imported crude petroleum. It is understood that this clause does not alter
the obligations which X. Y. Z. may have by contract at this time and that
the preferential right mentioned shall be limited to the supply of an annual
amount not greater than one-third of the total of the imports of crude
petroleum made by X. Y. Z. during the year 19-. In order to use the
right granted to it in this Article, the Company must participate in the
respective biddings, provided X. Y. Z. uses this procedure for its acquisitions of imported crude petroleum.
Article 17. If the Company should discover in the zone deposits of
gas in commercial quantities, it shall examine with X. Y. Z. everything
relating to the possibility of its utilization, on bases similar to those provided for in this contract.
Article 18. The period of this contract, with respect to the structures
mentioned and their respective areas of influence, shall be 15 years, with
option to the Company for an extension of said period, under the same
clauses and conditions, for a period of 5 years.
On the termination of this contract by expiration of the periods
established above, all the equipment, works and installations owned by the
Company made in compliance with this contract, shall become property
of X. Y. Z. without any charge.
Article 19. With the consent of X. Y. Z. the Company may transfer
or assign, at any time, this contract, either totally or partially. In the event
that said transfer or assignment should take place, if the assignee assumes
and accepts compliance with the duties, obligations and responsibilities
of the assignor, the latter shall be relieved therefrom from that time on.
The consent of X. Y. Z. shall not be necessary when the transfer or assignment is made in favor of a subsidiary of the Company domiciled abroad,
provided said subsidiary has the guarantee and liability of the Company
for all purposes of this contract.
Article 20. In the event that by reason of facts or deeds of any
kind produced by or emanating from X. Y. Z. or any national, provincial
and/or municipal public authority, the Company is unable to continue
normal development of its activities, X. Y. Z. shall pay to the Company,
within a period of 180 days, an amount equivalent to the total usable
amount of the liquid petroleum reserves proved within the respective
structures and areas of influence and corresponding to the wells drilled
by the company. This amount shall be calculated and paid in accordance
with the provisions of Articles 9, 10, 11 and .12, and shall be limited
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to the amount of petroleum which it shall have been possible to extract
up to the termination of the contract. From this payment there shall be
deducted the average of the annual expenses of exploitation corresponding
to the periods in which the production has been produced. After payment
has been made in the manner provided, all the equipment, works and installations owned by the Company, made in compliance with the present
contract, shall pass to the possession of X. Y. Z. In the event stated in this
provision, the rate of exchange to be used with respect to the amounts
payable in local currency shall be that in effect on the day of payment, in
accordance with the rules of Article ------. The Company will be relieved, in this event, from the obligation undertaken in the last sentence
of said article.
Article 21. All differences which arise between the parties as to the
interpretation of any of the clauses of the present contract or on the
execution or compliance with the obligations contracted by them, either
during the period of its effectiveness or subsequent to its termination, regardless of the cause therefor, must be submitted to the decision of
friendly arbiters. In any of the cases provided for, either of the parties
may request the presence of the other within a period of 15 days, for
the purpose of signing the respective arbitration agreement. Each party
shall name one arbiter and these shall designate a third by mutual agreement. If an agreement cannot be reached, the third arbiter shall be
designated by the president of the Supreme Court of Justice of the nation.
The arbitration proceedings shall be preceded by a direct negotiation, to be effected by an exchange of letters between the parties; the
party defendant must answer within a period of 10 days.
Article 22. The parties constitute as their legal and special domiciles
for all judicial and extrajudicial purposes, the following:
----------------- ; and in the event of having to recur to
the Courts, they submit to the jurisdiction of the National Courts in the
National Capital.
The present contract is signed in three identical counterparts, one
for each of the parties and one for the Central Bank of the Republic
of ---------- the legal representative of which signs as evidence of agreement with the provisions of Article 13, in the City of ------------ the
-day of ----------- , 19_.
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